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INTRODUCTION: 


We appreciate the opportunity to appear before your Committee 
to express our views on proposals for the introduction of a new federal 


Goods and Services Tax. 


By way of introduction, for the benefit of Committee members 
who are not familiar with the NFU, we are a voluntary annual dues 


paying membership organization of farm families chartered by an Act 


OF {Parliament ein 157 0F We are non-partisan, non-sectarian and non- 
racial. Our purpose is to advance the economic and social well-being 
of Larm tamiliies, towshelp ~maintain, oun x<elevance within what ds 


becoming an increasingly hostile environment for farm families in 


Ganada 
ATTEMPTING TO INTERPRET THE SALES PITCH: 


As with the debate over the Canada-U.S. Free Trade Agreement 
one year ago, Canadians are being subjected to a massive sales pitch 
over the (realy com imagined (merits sic Pthe (Goods sand «Services .Tax 


proposal. 


As with the FTA, we are again being led into a labyrinth 
of technical and regulatory entrapment which is predestined to 


complicate our slaw ec 


As with the FTA, the GST technical paper sales pitch advances 
a number of assumptions and presents them as truths, but which in many 
instances are’ “suspect Sto. cay the lease. As a result, the technical 
paper creates a lack of credibility and mistrust among those it hopes 


to. cOnVinee Of 4be merits. 
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We are certain a number of instances have already been 


brought to your attention. We offer a few of our own. 


For example, the GST technical paper states: 


Le "There are also important economic reasons for the federal govern- 
ment to retain a consumption tax as one of its major fiscal instruments. First, 
diversifying the government's fiscal structure across a number of tax bases at low 
rates is the best safeguard against extensive efforts to avoid and evade tax. More 
importantly, to the extent that reliance is placed on consumption taxes to raise 
revenues, the greater is the incentive for taxpayers to save for and invest in the 
future. This greater saving will tend to shift the growth path of. the Canadian 


economy upward." (Page 6) 


Comment : The assumption.dis that .the GST will. safeguard 
against "extensive efforts to avoid and evade tax.'' We submit it will 
do no such thing. The black market exchange in and bartering of goods 
and services could be greater than ever. Smuggling may increase. 


The GST may encourage an underground tax revolt. 


It is assumed the consumption tax will serve as an "incentive 
EOwesaven” The, GST? technical» paper, estimates, the .ate.ob sintlation 
wild ancneasesbyig2. 25 per ¢emte, WoodaCundy ine«as predicts angainemease 
of 3%. in, the. imblation wate with va cdeclLine in employment of 75,000 
rather than an increase of 35,000 as stated by the Department of 


Finance. Who are we to believe? 


be iss “certainr*lo ‘bewrintitatironary. Increased unemployment 
and inflation accompanied by a probable corresponding Bank of Canada 
increase in interest rates will lead to higher costs for essentials 
and a negative impact upon savings potential. PhHeWesTs. atiter “alts, 


Will Gin “199 8drain ean Padditionalk® $5.5 “billion” from ‘consumers™ 


2, "Real personal disposable incomes of middle and upper income house- 
holds will initially fall so that, in total, real disposable incomes are lower by 
about one per cent. Over time, however, sales tax reform will result in higher real 


purchasing power for all Canadians. 


. First, the estimated initial impact on real purchasing power does not include 
savings from the effective elimination of federal sales taxation of business 
capital inputs. Over time, these savings will be passed forward to consumers in 
the form of lower prices. Competitive forces will speed the process by which 
consumers will realize these benefits. 


PAR el) os Ae. ee ee eee ees ae ee Se 2 Se eae 
* Globe & Mail, Sept. 6, 1989 
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‘ ee a the OLE AS in productivity resulting from sales tax reform will, 
ime, ead _to higher real incomes for Canadian households. This will be 
reflected in higher levels of consumer spending." (Pages 39-41) 


Comment : A decline, of one per cent,in, real personal dis= 


posable income of middle and upper income households does not point 
in the direction of savings. 


It jis assumed that. the elimination of the FoS.T. will be 
passed forward to consumers in the form of lower prices. “We seriously 
question this assumption unless the government intends to intervene 
to-assure that it happens. The business community has given no such 
assurances. (Bread prices rose after domestic wheat prices of $7/ 


bushel were removed and lowered. ) 


It is also; assumed that “improvements im productiviey wall 
over time lead to higher real incomes for Canadian households. This 
ean only happen if all incomes rise beyond the effective rate of 
inflation, the possibility of which is being discouraged. The document 
warns of the need for restraint and the negative effect of "an un- 
fayourable reaction.'' It points in the direction of income increases 


needing to lag behind the rate of inflation. 


WINNERS AND LOSERS OF TAX REFORM: 


The =GST technical “paper estates Ehe™ purpose “of SEhe Gol rs 
Gom provide a more “reliable and@ greater §tax™ reventie™ SoUnccn COmscuc 
federalttreasuryi than does the current Polo By eliminating the concept 
of the current FST, the theory is advanced that Canadian firms will 
bomeabile: (tor loperate On" a Warger,” more “etitcrene™ cde eo capitalize 
from the Canada-U.S. Free Trade Agreement under which we are to have 
securer HOES to the U.S. market. ("“Securer access! as Canadian Pork 


producers have learned to their considerable surprise.) Ese dnrassumpeion 


and not a guarantee under the FTA.) 


Once again, the winners will be separated from the losers. 


The GST.) vas’ a companion reform to the FTA, is intended to 


create a level playing field to agsist Canadian corporations in’ their 


export efforts. Under the GST’ program™foreigm buyers will” be “assured 
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of a better deal on Canadian processed and manufactured goods than 
Canadians. Canadian exporting firms are obviously intended to be 


Winners. 


The federal government will be a winner. hi wile eo rec. 
aboue $24, biliaon= ingot from the GST rather than the $18.5 billion 
Lttwould have collected sunder. the ol. Alig or cui Pie beaicol lected 
from Canadians even though $5.5 billion will be used to fund the sales 


tax credits and related programs. 


For Canadian consumers the playing field will be less than 


Levyelberelative’ tow Us. yeowsumers:. Not only will we pay the 9% GST 
on domestically-produced goods but also on most imported goods. The 
GST will effectively represent a 9% tariff wall on imports. Canadian 


consumers will be losers. 
FARMERS WILL BE LOSERS: 


We believe that, as farmers, we will be losers under the 
proposed GST although farm input costs are presented as being »zero— 


rated. 
We submit the following reasons: 


1. Under the proposed tax system, the farmer will be 


required to pay the tax up-front on all purchases even those where 


there can be no question om eitupibilaty GO mebavex This will mean 
more initial cash outlay. If such purchases involve funds acquired 


through operating lines of credit from lending institutions, added 
non-refundable interest costs will be involved which inevitably will 


contribute toward lower realized net income. 


Taxing ''exempt'' farm inputs creates a climate of mistrust. 
The tax may be refundable in 1991 - but wink it obe tretundablemin 1902 ? 
The only logical reason we can think of why farmers would be programmed 
into a tax system of double compulsion — compelled to pay the tax and 
compelled to seek a werunds demithateronces the, principileltet gpaying the 
fax has been established, “it is mich simpler for the government to 
change the rules. There is currently a large number of farm-related 


items listed in the Bucice sbarctioe Sehedulle MILE tto which the FST does 
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mot apply. It is of no advantage to the farmer to have this changed. 


The only way the government can be creditable in claiming 
that farm inputs indeed are tax exempt is to not charge the GST on 
inputs in the first place. An exemption card should be issued which 
would enable a business to record the farmer's exemption number on 
bills of sale for the benefit of the tax department. We recommend 


that this be done in preference to Chareing =the Gol on. all inputs: 


Z. whe righe too rerundsot the Gol eon ann anpute costs. wild. 
result in additional direct cost, inconvenience and/or loss of time 
GO. JEaAYMers:. While no list of items has been prepared on which the 
GST will be refundable, we anticipate that some items a farmer may 
claim for GST refund may be challenged as not being essential for food 
DpLoducel on. We foresee a myriad of disputes, audits and challenges 
over the separation of taxesy qualutyino borecerind ss Nieuw i bene pit 


accountants and lawyers. to Ya much “greater extent (than Sfarmers.. 


3. The vast ma jority Oretarners 11 le) income taxes sons an 
annual basis. This will mean ethe “Gsl- will be outstanding for. a 
considerable length of time. We cannot foresee the majority of farmers 
filime for GST refunds on» aymonthiy pasts. SMostsare Foo involved in 


the direct labour needs of theirs operations “to yattend to jaccounting 


requirements on a day-to-day basis. 


We note where sales exceed $500,000, quarterly returns will 
be required. In all of Canada “in, 8985, there were only 3,742 census 


farms (1.3%) that sold products valued at over $500,000. 


We believe most farmers, given the choice of not paying the 
tax omypaying the tax and being reimbursed with a 0.4 per cent admini- 


stration fee to a maximum of $600, would opt to not pay the tax. The 
administration fee allowance will fall far short of the real additional 


cost many will face. 


4. Many farm input costs are subject to separate provincial 


sales taxes. These rates Of taxaticom vary ereatly trom province Co 


province and are assessed againg@e input "costs linecbusive of the GsT- 


This form of taxation on taxation will additionally increase farm 


production costs. Even though the GST may be refundable, provincial 
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Sales taxes Meyemmote To the extent that provincial taxes range from 
OZ to 12% across Canada, farmers will bear disproportionate shares 
of this added cost burden created by the GST. A harmonized approach 
to the collection of the tax can only be achieved if the provinces 
are prevented from top-loading provincial tax calculations onto the 


Goi 


5. Farmers are highly dependent on transportation. Costs 
Peeeecayvcoportacion services for various farm commodities will be 
affected. jhe GST will apply to doméstie freight transportation 
Services provided by any mode. Confusion “Ws! certain towresule tim) the 
assessment of grain freight services and grain elevator charges “under 
cireumstances where grains and oilseeds may be processed for the 
domestic industrial market and the balance may go into the zero-rated 
market. Visibility vat vall levels tof transpoutatrons inpuG. «costs ware 


necessary to assist farmers. 


6. Landleord-Cenant relatvonships walle be wa erect edu ue me many 
instances, land-lease agreements are based on crop shares rather than 


cash. Galcubations. of the GST Qiwily bee Yess’ cdelinitel ands precise: 


7. We disagree with the concept of taxing quota transfers. 
There can be no net financial gain to the government from taxing ‘a 
quota «and “having it ofiset by@attaxmcred: tte “diinis fering (ees By pe 
of program will cost money and return nothing - unless, of course, 


the proposed arrangement is onlyeimitended. to be of “short duration. 


TAXING FOOD: 


‘Currently the government proposes that basic food items not 
pe taxed. We support this decistom and believe it would be an error 


to broaden the tax base by including food and reducing the effective 


Gate vof tax Eromi 9% to say {yo 


In. our view, thes principlevot Saiconsumptton tex of this iking 


is wrong in the first instance. It would be more equitable to increase 
pee revenues through an abil ituy=eespayapprcacinags Ihcre Ve, arter all 
SS la ee 

a fixed amount of income available throughout the economy. Reducing 


the rate from 9% to 6% by tneludine ~eroceries would yebiit, a dispro— 
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portionate share of cost on lower income persons whose expenditures 


on food would represent a larger percentage of their incomes than those 
in the upper income brackets. 


An upper income person purchasing a $50,000 automobile would 
Euect a tax saving of $1,500 at 6% wersus 997. He would need to 


purchase $25,000 annually in food purchases to incur a tax equivalent 
OG 1,500. 


CONCLUSION: 


In summary; we look upon) the GST proposal ast reeressive. 
We-=think it will be cumbersome oadminister, inflationary and. part i 
cularly burdensome to farmers who are presented as having special 
status under this proposal. We idisaeree “thal (ehiuseeis “the sicace. 
Farmers will have increased cash flow problems and production costs. 
Farmers are large consumers of farm inputs and the burden of double 
compulsion thrust upon them by the GST represents an accounting 


nightmare. 


It makes no sense to charge the tax on farm inputs only to 
have it refunded. lt makes mo isense to state the concept of assuineg 
an exemption card to farmers was considered but rejected because it 
would be difficult “to detine Whe wwould be a, tarmer. At some level, 
this question. will, “inany sevenr, @need™ toebesdetined.s «ihe desien. oo: 
the GST as. it’ applies ® to. larmners 31s jenes ease Sot sa ereatideall or 


mistrust about future government intentions. 


It makes novwsense Co permit provinces to top—load provincial 
Sates ‘tax #on the Gol In order to provide equality, tax top-loading 


should be prevented. 


For these several reasons, we strongly recommend that 
additional government revenues be acquired through redesigning the 
tax system in such a way as to reblect yability. vo pay. le too, would 
Pax ss ySteme th SCN ee ee eee re ee ee eee 


Rave visibility and h@ “more, equitable St ham the Jcurrene Gsl proposal 


can ever hope to be. 
Se Cpe 


All of Which is Respectfully 
submitted by: 


NATIONAL FARMERS UNION 
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